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State  and  federal  changes 
in  retirement  law 


It  has  become  apparent  to  the  members 
of  the  Public  Employees'  Retirement 
Board  that  communication  between  the 
active  and  retired  members  of  the  retire- 
ment system  and  the  Board  are,  at  best, 
minimal. 

The  Board  regularly  meets  on  the  third 
Friday  of  each  month.  Occasionally,  the 
regular  meeting  is  changed  to  another  day 
to  avoid  scheduling  conflicts.  In  the  six 
months  before  each  Legislative  session, 
two  meetings  are  scheduled  for  employ- 
ees, retirees  and  their  representatives  to 
discuss  prospective  retirement  legisla- 
tion. 

Last  year,  these  meetings  were  not  well 
attended.  However,  over  40  bills  impact- 
ing the  retirement  systems  were  proposed 
to  the  1987  Legislature,  many  of  which 
Ifirst  came  to  the  Board's  attention  at  the 
'ime  they  were  introduced.  This  has  re- 
sulted in  Board  opposition  to  bills  which 
have  been  endorsed  by  member  groups 
because  the  bills,  as  drafted,  were  not 
fully  funded  or  were  not  workable. 

If  these  proposals  had  been  discussed 
with  the  Board  prior  to  introduction,  we 
are  sure  that  some  good  proposals  that 
everyone  could  support  would  have  been 
the  result.  Some  of  the  bills  were 
amended  and,  with  joint  support  of  the 
employee  groups  and  the  Board,  enacted. 

The  Board  is  dedicated  to  administer- 
ing every  retirement  system  in  an  equita- 
ble manner,  in  the  best  interests  of  the 
majority  of  system  members  and  the  tax- 
payers of  the  state.  Therefore,  I  sincerely 
request  that  every  public  employee  who 
wishes  to  make  their  views  known  either 
write  the  Public  Employees'  Retirement 
Board  (c/o  Public  Employees'  Retire- 
ment Division,  1712  Ninth  Avenue,  Hel- 
ena, MT  59620)  or  request  time  to  meet 
with  us  at  one  of  our  regular  meetings. 
^  The  public  retirement  systems  belong 
^o  the  members  and  it  is  the  sincere  wish 
of  all  of  us  on  the  Board  and  the  retirment 
staff  that  these  systems  continue  to  pro- 
vide adequate  retirement  information 
and  benefits  to  every  eligible  public  em- 
ployee. 

Please  help  us  serve  you — advise  the 
Board  about  your  retirement  system. 
John  Prebil, 
President 


The  following  changes  have  been  enacted  in  federal  and  state  laws  which  will 
effect  members  of  Montana's  public  retirement  systems. 

HB  132  Out-of-state  Buy-Backs.  Effective  7/1/87,  PERS  members  with  at 
least  5  years  service  in  PERS  can  qualify  up  to  5  years  of  public  service  credit  for 
which  they  received  a  refund  of  their  retirement  contributions  prior  to  becoming  a 
PERS  member.  Please  see  related  article  in  this  newsletter  for  details. 
HB  140  Repealing  Mandatory  Retirement  from  Judges'  Retirement  System. 
This  law  applies  retroactively  to  January  1,  1987.  A  judge  no  longer  forfeits  any 
portion  of  his  retirement  allowance  because  of  his  age. 

HB  158  Sheriffs'  Military  Buy-Baclc.  This  bill  allows  current  members  and 
members  who  retired  after  January  1 ,  1986  to  purchase  up  to  five  years  of  military 
service.  To  be  eligible  to  qualify  such  service,  members  must  have  at  least  15  years 
service  in  this  retirement  system  and  can  buy  one  year  of  military  service  for  each 
year  of  service  in  excess  of  15  years  they  have  credited  in  this  system.  Military  serv- 
ice purchased  under  this  law  can  not  be  used  to  qualify  a  member  for  early  or  regu- 
lar retirement  benefits  but  will  be  used  in  the  calculation  of  service  retirement  ben- 
efits. 

HB  176  Maximum  Benefit  Limitation.  Retirement  benefits  can  not  exceed 
$75,000/year  for  a  person  retiring  at  age  55.  This  bill  is  not  expected  to  affect 
Montana  retirees  since  benefits  are  well  below  this  maximum,  which  will  be  ad- 
justed annually  for  inflation. 

HB  226  Modification  of  Disability  Retirements.  PERS  disability  retirees  may 
have  their  outside  earnings  limitations  increased  by  application  to  the  Board. 
Those  over  65  can  apply  to  have  their  disability  retirement  converted  to  a  regular 
retirement,  thus  totally  removing  outside  earnings  restrictions.  However,  there 
may  be  tax  consequences  for  such  action  if  the  retiree  is  currently  receiving  an  in- 
dustrial disability. 

HB  484  General  Revisions  to  Sheriffs'  Retirement  System.  This  bill  allows  re- 
tired sheriffs  to  return  to  work  for  a  covered  employer  for  up  to  480  hours  without 
having  their  retirement  benefits  terminated.  If  a  member  works  less  than  480 
hours  but  makes  more  than  $5,000  during  that  period,  he  will  have  his  retirement 
benefits  reduced  by  $1  for  every  $3  over  $5,000  that  he  earns. 
HB  136  Full  Benefits  for  Temporary  Reductions.  Full-time  state  retirement 
system  members  with  hours  temporarily  reduced  (during  the  period  1/1/86  to 
7/1/89)  due  to  the  budget  deficit  can  receive  full  service  credits  for  those  months. 
If  this  reduction  also  affects  a  member's  final  average  salary  calculation,  upon 
application,  certification,  and  payment  of  both  employee  and  employer  contribu- 
tions on  salary  "lost"  due  to  a  temporary  reduction,  full  salary  credit  can  be  rein- 
stated. The  Public  Employees'  Retirement  Board  will  adopt  rules  to  implement 
this  bill  within  the  next  few  months. 

SB  153  Extension  of  Time  for  Buy-Backs.  There  is  no  longer  a  24-month  limit 
on  the  time  allowed  to  buy-back  certain  types  of  service.  Members  can  now  com- 
plete buy-backs  at  anytime  prior  to  retirement. 

SB  236  Standard  Numbering  of  Retirement  Options.  For  the  sake  of  consist- 
ency, all  retirement  systems  with  optional  retirement  allowances  will  now  be  num- 
bered the  same.  Option  1  is  the  regular  retirement  allowance  payable  to  the  retiree 
for  life.  Option  2  is  a  reduced  retirement  allowance  payable  to  the  retiree  for  his  life 
and,  upon  his  death,  the  same  amount  paid  to  his  beneficiary  for  life.  Option  3  is  a 
reduced  retirement  allowance  payable  to  the  retiree  for  life  and,  upon  his  death,  '/2 
that  amount  paid  to  his  beneficiary,  for  life. 

SB  240  Employer  "Pick-Up"  for  Firefighters'.  Effective  July  1 ,  1987,  manda- 
tory retirement  contributions  (6%)  made  by  members  of  the  Firefighters'  Unified 
Retirement  System  will  be  tax-exempt.  Federal  and  State  income  taxes  will  not  be 
withheld  on  these  amounts  and  year-end  W-2  forms  will  not  include  this  amount 
as  taxable  income. 

(continued) 
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"State  and  Federal  Changes  in  Retirement  Law"  continued 


SB  326  Ad  Hoc  Cost-of-Living  Adjustment.  PERS  retirees  with  annuity  start- 
ing dates  prior  to  7/1/86  will  receive  a  5.5%  across-the-board  benefit  increase. 
These  increases  will  be  added  to  July,  1987  benefits  which  are  received  by  retirees 
around  the  first  of  August. 

Board  Action:     Interest  Rate  Change.     Effective  July  1,  1987  the  interest  cred- 
ited to  or  charged  on  members'  accounts  will  be  7.25%  (down  from  the  current 
rate  of  9.0%). 
Federal  tax  law  changes  affecting  state  retirement  system  members  include: 

10%  Excise  Tax  on  Early  Withdrawals.  Because  of  the  "employer  pick-up" 
provisions  of  state  law,  terminating  members  will  be  substantially  impacted  by  this 
federal  tax  change.  See  the  related  article  elsewhere  in  this  issue  for  complete  de- 
tails. 

Repeal  of  Three- Year  Recovery  Rule.  This  change  affects  all  retirements  after 
July  1 ,  1986.  For  specific  information,  please  see  article  elsewhere  in  this  newslet- 
ter. 

Capital  Gains  Treatment  of  Lump  Sum  Distributions.  Capital  gains  treat- 
ment on  pre- 1 974  service  will  be  phased-out  over  a  six-year  period  for  members 
who  were  not  at  least  age  50  on  January  1,  1986.  The  phase-out  rates  are  as  fol- 
lows: 100%  in  1987;  95%  in  1988;  75%  in  1989;  50%  in  1990;  and  25%  in  1991. 

Income  Averaging  for  Lump-Sum  Distributions.  10- Year  Income  Averaging 
was  eliminated  effective  January  1,  1987.  Instead,  terminating  members  have  a 
one-time  opportunity  for  5-Year  Income  Averaging  tax  treatment  for  lump  sum 
distributions  received  on  or  after  age  5OV2. 

Benefit  Commencement.  The  new  tax  act  requires  retirement  benefits  to  com- 
mence by  April  1  of  the  calendar  year  following  the  calendar  year  in  which  the 
member  reaches  age  70'/2,  even  if  the  member  is  still  working  in  covered  employ- 
ment. This  provision,  if  not  changed  by  Congress  before  that  date,  will  apply  to 
plan  years  beginning  July  1, 1989  and  after. 

Individual  Retirement  Accounts  (IRAs).  Despite  rumors  to  the  contrary,  pub- 
lic retirement  system  members  are  still  eligible  for  IRA's.  See  the  related  article  in 
this  newsletter  for  full  details. 

Penalties.  Under  the  new  law,  penahies  for  misfiling  or  presenting  incomplete 
information  have  been  increased.  Therefore,  care  should  be  exercised  in  learning 
which  portions  of,  and  how,  the  new  law  may  apply  to  you. 


NEW  LAW  ALLOWS  QUALIFICATION  OF 
PREVIOUSLY  REFUNDED  PUBLIC  SERVICE 

HB  132  was  signed  into  law  in  February  and  becomes  effective  July  1,  1987. 
This  law  allows  PERS  members  with  5  or  more  years  of  creditable  service  with  this 
retirement  system  to  qualify  up  to  5  years  of  public  service  employment  that  was 
previously  covered  under  another  public  retirement  system  (other  than  one  of 
Montana's  public  retirement  systems)  for  which  they  received  a  refund  of  their 
membership  contributions  prior  to  becoming  a  member  of  PERS. 

In  order  to  qualify  this  service,  a  member  must  write  to  the  Public  Employees' 
Retirement  Board  stating  his  intent  to  qualify  specific  public  service,  giving  the 
dates  of  employment,  the  place  of  employment,  title  of  position  held,  the  date  a 
refund  of  total  contributions  was  received,  and  the  name  and  mailing  address  of 
the  public  retirement  system  making  that  refund.  If  the  member  has  all  this  infor- 
mation certified  by  his  previous  public  retirement  system,  on  their  letterhead,  the 
certification  process  will  be  expedited.  The  retirement  division  will  prepare  a  cost 
statement  for  the  qualification  of  this  service  into  PERS. 

In  order  to  purchase  this  type  of  service,  members  must  contribute  the  actuarial 
cost  of  granting  the  service  in  PERS  based  upon  their  compensation  in  their  sixth 
year  of  PERS  service  and  the  normal  contribution  rate  according  to  the  most  re- 
cent actuarial  valuation  of  the  PERS.  (Note:  The  board  has  not  yet  adopted  for- 
mal rules,  but  the  cost  is  expected  to  be  1 1 .0%  of  sixth  year  salary  and  will  also 
include  interest.) 

Such  service  credit,  once  purchased,  may  not  be  credited  in  any  other  Montana 
public  retirement  system,  used  to  qualify  a  member  for  purchase  of  military  serv- 
ice, nor  used  to  calculate  a  retirement  allowance  unless  the  member's  last  5  years 
of  creditable  service  were  earned  under  PERS. 

Interested  PERS  members  should  begin  collecting  the  information  (listed 
above)  which  the  board  will  need  to  certify  their  public  service  as  soon  as  possible 
in  order  to  avoid  unnecessary  interest  charges;  however,  the  division  will  not  take 
formal  action  on  your  requests  until  after  July  1 ,  1987  when  the  law  actually  takes 
affect. 


IRA'S  FOR 

RETIREMENT  SYSTEM 

MEMBERS  AND 

THEIR  SPOUSES 

Many  people  have  heard  that  members 
of  retirement  systems  can  no  longer  con- 
tribute to  Individual  Retirement  Ac- 
counts (IRA's).  That  is  not  true. 

As  a  result  of  the  Tax  Reform  Act  of 
1986,  a  member  and  spouse  are  treated  a^^ 
one  economic  unit  for  purposes  of  mak- 
ing contributions  into  IRAs.  Therefore, 
if  one  spouse  is  a  member  of  one  of  Mon- 
tana's public  retirement  systems  at  any 
time  during  the  present  tax  year,  both  are 
treated  as  active  participants  in  a  quali- 
fied retirement  plan  for  the  total  year  and 
their  IRA  contributions  must  be  adjusted 
based  upon  their  combined  adjusted 
gross  incomes  (AGI). 

Contribution  limits  for  retirement  sys- 
tem members  (and  their  spouses)  fall  into 
three  categories: 

MARRIED,  FILING  JOINT  RETURN. 
The  married  couple's  combined  adjusted 
gross  income  (AGI)  can  not  exceed 
$40,000  in  order  for  each  to  be  eligible  to 
make  a  tax-deductible  $2,000  IRA  contri- 
bution. For  every  $1,000  over  the 
$40,000,  each  member  of  the  couple  loses 
$200  of  their  possible  S4,000  IRA  contri- 
bution. If  the  couple's  combined  AGI 
reaches  or  exceeds  $50,000,  the  IRA  de- 
duction is  completely  lost.  If  both 
spouses  are  employed  and  one  earns  le^^^ 
than  $250,  the  maximum  deductible  IR^^ 
contribution  for  the  couple  is  reduced  to 
$2,250. 

MARRIED,  FILING  SEPARATELY. 
Married  taxpayers  who  file  separately 
will  each  have  their  $2,000  IRA  deduc- 
tion reduced  by  $200  for  each  $1,000  of 
his  or  her  AGI.  Therefore,  when  the  AGI 
of  one  spouse  reaches  $10,(X)0,  that  per- 
son will  no  longer  be  able  to  make  any 
contribution  to  a  tax  deductible  IRA. 
SINGLE.  The  single  taxpayer  begins  to 
lose  deductions  for  an  IRA  when  his  AGI 
reaches  $25,000.  For  every  $1,000  over 
the  $25,000  AGI  limit,  the  single  taxpayer 
loses  $200  of  his  IRA  deduction.  When 
his  AGI  reaches  $35,000,  the  allowable 
contribution  is  zero.  In  addition,  his  non- 
deductible contributions  are  limited  to 
the  lesser  of  $2,000  or  100%  of  his  com- 
pensation, reduced  by  his  deductible  con- 
tribution. 

Withdrawals  and  distributions  from 
IRAs  before  age  59'/2  will  continue  to  be 
subject  to  a  10%  early  withdrawal  excj^^ 
tax.  If  the  IRA  includes  nondeductib^^ 
contributions,  distributions  will  be  di- 
vided on  a  pro  rata  basis  between  taxable 
and  nontaxable  amounts.  All  IRAs  of  an 
individual  will  be  considered  to  be  a  sin- 
gle IRA  for  this  purpose. 

Individuals  who  may  not  make  tax- 
deductible  IRA  contributions  may  make 
nondeductible  IRA  contributions,  on 
which  earnings  (interest)  will  accumulate 
on  a  tax-deferred  basis. 


10%  FEDERAL  EXCISE 

TAX  ON  EARLY 

WITHDRAWALS  OF 

RETIREMENT 
CONTRIBUTIONS 

Effective  January  1,  1987,  taxable 
withdrawals  from  public  retirement  sys- 
tems (i.e.,  refunds)  before  age  59V2  will 
generally  be  subject  to  a  10%  federal 
early  withdrawal  tax.  This  tax  penalty  is 
in  addition  to  regular  federal  taxes  which 
become  due  on  previously  tax-deferred 
amounts — those  mandatory  contribu- 
tions made  after  July  1 ,  J985  and  interest 
which  has  accrued  to  your  account  over 
the  entire  period  of  membership.  While 
additional  contributions  are  not  tax- 
deferred  and  therefore  refunds  on  these 
accounts  are  not  subject  to  the  excise  tax, 
interest  earned  on  additional  contribu- 
tion accounts  are  subject  to  regular  fed- 
eral income  taxes  and  the  10%  penalty. 

This  10%  excise  tax  will  not  apply  to 
taxable  withdrawals  before  age  59 '/2 
which  are  made  on  account  of  death,  dis- 
ability, early  retirement  on  or  after  age 
55,  and  tax-free  rollovers  of  qualified 
lump  sum  distributions. 

Along  with  their  refund  check,  termi- 
nating members  will  receive  a  federal 
form  1099R  informing  them  of  the  tax- 
able amount  of  their  refund.  The  amount 
on  this  form  will  be  subject  to  the  10%  ex- 
fccise  tax  unless  the  terminated  member 
meets  one  of  the  exemptions  described 
above  or  elects  to  roll-over  this  amount 
into  an  IRA  or  another  qualified  plan 
within  60  days  of  receipt  of  the  taxable  re- 
fund. 

State  tax  form  6104  will  also  be  sent  to 
inform  persons  of  the  state  tax  liability  on 
their  refunds;  there  is  no  state  excise  tax 
on  early  withdrawals  of  tax-deferred  re- 
tirement contributions  and  interest. 


DIRECT  DEPOSIT 

99%  of  all  electronic  deposits  are  in  re- 
tirees' accounts  on  the  first  business  day 
of  each  month.  When  does  your  benefit 
reach  your  account?  Retirees  interested  in 
having  their  monthly  retirement  benefits 
electronically  deposited  into  their  check- 
ing or  savings  accounts  should  contact 
I  the  retirement  system. 


THREE-YEAR  ANNUITY  RULE  REPEALED 


The  Tax  Reform  Act  of  1986  repealed  the  Special  Three- Year  Cost  Basis  recov- 
ery rule  for  persons  retiring  after  July  1,  1986.  Therefore,  a  portion  of  each  annu- 
ity payment  will  be  taxable  on  retirees'  federal  income  tax  returns.  The  taxable 
portion  is  based  on  a  ratio  of  already-taxed  contributions  to  total  expected  annu- 
ity. This,  in  turn,  must  be  calculated  by  using  tables  provided  by  the  Internal  Reve- 
nue Service  (IRS). 

Retirees  receiving  an  annuity  with  a  starting  date  on  or  before  July  1 ,  1986  may 
elect  to  have  their  payments  taxed  under  pre- 1986  distribution  tables  (see  IRS 
Publication  #575).  PERS  retirees  after  July  1,  1986  can  not  elect  to  have  their  con- 
tributions treated  as  a  pre- 1986  investment. 

METHODS  OF  FIGURING  TAXABLE  PORTION  OF  ANNUITY.  There  are 
different  methods  of  figuring  the  taxable  portion  of  your  annuity  depending  upon 
the  retirement  option  you  chose  before  retirement. 

Option  1:  Regular  Retirement  Allowance.  This  option  provides  monthly 
payments  for  life  to  the  retiree.  If  the  retiree  dies  before  having  received  benefits 
equaling  his  contributions,  plus  interest,  into  the  retirement  system,  his  desig- 
nated beneficiary  shall  be  paid  the  retiree's  remaining  contributions  and/or  inter- 
est. 

Option  1  monthly  annuities  are  taxed  by  the  IRS  after  an  exclusion  ratio  has 
been  calculated  and  applied  to  the  annual  payments.  The  exclusion  ratio  is  based 
on  the  amount  of  already-taxed  contributions  you  have  made  into  the  PERS  di- 
vided by  your  expected  return  from  contract — the  amount  you  would  receive  if 
you  lived  to  the  average  life  expectancy  and  receive  the  same  monthly  benefit 
amount  each  month  for  life.  You  can  calculate  your  expected  return  by  multiply- 
ing your  annual  annuity  by  the  "annuity  multiplier"  obtained  from  the  IRS  single 
life  annuity  tables  based  upon  your  age  on  your  annuity  starting  date. 

For  example,  if  your  total  after-tax  contributions  into  PERS  are  $10,000,  your 
retirement  benefits  are  $300/month,  and  the  federal  single  life  annuity  tables  tell 
you  that  your  life  expectancy  at  the  time  of  your  retirement  is  20  years,  then  your 
total  expected  benefits  would  be  $72,000  ($300  x  12  x  20).  Therefore,  $41.67  of 
each  monthly  annuity  payment  would  be  tax  free  ($10,000  ^  $72,000  =  Vse  x 
$300  =  $41.67).  $3,100of  your  $3,600  annual  annuitypayment  would  be  taxable 
income,  which  will  be  further  reduced  by  any  other  tax  deductions  for  which  you 
may  qualify. 

You  will  recover  your  total  "investment  in  contract"  in  240  months.  Any  benefit 
you  receive  after  that  point  will  be  fully  taxable  by  the  IRS.  If  you  do  not  live  long 
enough  to  collect  all  240  monthly  annuity  payments,  then  any  "basis  in  contract" 
remaining  can  be  deducted  on  your  last  tax  return,  filed  on  your  behalf. 

Option  2:  Reduced  monthly  benefit  payable  for  as  long  as  either  the  mem- 
ber or  his  beneficiary  lives. 

The  non-taxable  portion  of  each  annuity  payment  is  figured  exactly  the  same  as 
above,  except  you  will  use  the  multiple  life  federal  annuity  table  (instead  of  the 
single  life  federal  annuity  table).  When  your  basis  in  contract  is  recovered,  any 
succeeding  annuity  payments  are  fully  taxable,  regardless  of  whether  received  by 
you  or  your  beneficiary. 

Option  3:  Reduced  monthly  benefit  payable  for  life  of  retiree;  V2  benefit 
paid  to  beneficiary  for  life  (after  the  death  of  the  retiree). 

To  figure  the  non-taxable  portion  of  each  annuity  payment,  you  must  use  the 
IRS  joint  life  and  last  survivor  annuity  table.  You  must  first  figure  your  single  life 
expected  annuity  and  then  allocate  the  remainder  to  your  beneficiary's  estimated 
annuity  multiple.  The  resulting  exclusion  would  apply  for  your  beneficiary  only  if 
your  basis  had  not  been  exhausted  before  your  death.  Once  the  basis  is  exhausted, 
all  benefits  are  fully  taxable. 

Because  the  exclusion  ratios  under  Option  3  require  a  rather  complicated  series 
of  calculations,  we  have  not  tried  to  explain  them  in  full  detail  here.  Instead,  we 
urge  you  to  obtain  IRS  Publication  575.  If  you  require  additional  assistance  in 
calculating  the  exclusion  ratios,  we  recommend  you  contact  the  IRS  taxpayer  as- 
sistance office  (1-800-422-1040)  or  your  personal  tax  advisor. 


The  Public  Employees'  Retirement  Division  will  provide  each  retiree  with  a  let- 
ter as  soon  as  their  monthly  retirement  benefit  has  been  finalized.  This  letter  will 
give  you  important  tax  information,  including  your  "basis  in  contract!'  annuity 
starting  date,  and  monthly  retirement  benefit.  Please  keep  this  letter  with  your  tax 
records;  you  will  need  this  information  in  order  to  calculate  your  federal  income 
taxes  each  year. 
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OTHER  RETIREMENT  PROPOSALS 

CONSIDERED  BY  THE 

1987  LEGISLATURE 

Besides  the  bills  which  passed  the  recent  Legislature,  there  were  several  bills 
which  would  have  had  dramatic  effects  on  PERS  members  had  they  become  law. 
Two  bills  which  would  have  affected  PERS  members'  take-home  pay  were  intro- 
duced but  not  enacted  during  the  recently  completed  Legislature.  Another  two 
bills  were  introduced  which  would  have  taxed  a  portion  of  state  retirement  bene- 
fits. One  of  those  bills  passed,  but  with  amendments  that  eliminated  the  proposed 
tax. 

SB  149  was  proposed  by  the  Montana  Public  Employees'  Association  (MPEA)  a* 
a  bill  to  provide  "full  benefits  after  25  years  of  service"  and  created  a  great  deal  of 
debate.  The  bill  was  passed  by  the  Legislature,  vetoed  by  the  Governor,  and  the 
final  effort  to  override  the  veto  failed  in  the  House  on  the  90th  day  of  the  session 
on  a  58-40  vote. 

If  successful,  the  bill  would  have  increased  all  PERS  member  contributions 
from  6%  to  7%  of  gross  salary. 

The  bill  provided  a  service  retirement  without  actuarial  reduction  at  any  age 
after  25  years  of  service  and  an  early  retirement  at  any  age  after  20  years  of  service, 
actuarially  reduced  from  the  point  in  time  when  a  member  would  have  completed 
25  years  of  service.  The  actuarial  reduction  (aka  "early  retirement  penalty")  was 
not  abolished  in  this  bill  but  simply  shifted  to  a  reduced  service  requirement  of  20 
years.  The  retirement  benefit  formula  was  not  changed.  A  member  retiring  with 
25  years  of  service  would  receive  ^Veoths  of  his  final  average  salary. 

To  benefit  from  this  bill,  a  member  must  have  reached  20  years  of  service  prior 
to  age  55  and  must  retire  before  age  60.  In  addition,  the  employee  contribution 
rate  increase  would  have  resulted  in  PERS  members  becoming  the  only  state  retire- 
ment system  members  to  be  required  to  pay  more  than  '/2  the  total  cost  of  their 
retirement  system. 

A  major  effect  of  the  bill  was  to  create  a  new  eligibility  for  retirement  benefits 
for  persons  prior  to  age  50.  Few  people  actually  retire  between  the  ages  of  38  and 
50  on  23%  to  38%  of  their  salary  when  they  would  not  be  eligible  for  Social  Secu- 
rity benefits  before  age  65.  This  legislation  was  viewed  as  endorsing  and  encourag- 
ing "double-dipping"  at  the  expense  of  the  majority  of  PERS  members  and  the 
public.  (Undercurrent  law  any  member  who  completes  5  or  more  years  of  credit^ 
able  service  in  the  PERS  is  vested  and  may  begin  drawing  an  early  retirement  bene^ 
fit  as  early  as  age  50.) 

For  the  reasons  described  above,  the  administration  opposed  the  bill.  The  Re- 
tirement Board  did  not  take  a  formal  position  on  the  bill. 

HB  229  was  proposed  by  the  Governor  and  would  have  resulted  in  temporary  em- 
ployee and  employer  PERS  contribution  rate  reductions.  The  bill,  which  was  ta- 
bled in  committee,  would  have  reduced  employee  contribution  rates  from  6%  to 
5%  and  employer  contribution  rates  from  6.417%  to  5%  for  the  period  July  1, 
1987  through  June  30,  1989. 

HB  904  and  SB  307  would  have  resulted  in  PERS  and  other  state-administered 
retirement  benefits  becoming  taxable  for  state  income  tax  purposes.  Provisions  of 
both  bills  granted  a  $3,600  exemption  from  taxes  to  all  public  and  private  retire- 
ment benefits.  Since  PERS  benefits  are  currently  totally  exempt  from  state  income 
taxes,  this  would  have  resulted  in  a  portion  of  some  retirees'  benefits  becoming 
taxable.  SB  307  did  not  pass  and  HB  904  was  amended  to  remove  this  change  be- 
fore the  bill  was  finally  passed.  The  net  result  is  all  public  retirement  systems  ad- 
ministered by  the  state  continue  their  current  tax-exempt  status. 
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